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New Ethics Cases on the Web
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• A new internal auditor discovers that her
company is falsifying inventories — and
selling expired medications. When she
refuses to ignore her findings, she receives
a reprimand from her supervisor. As the
family breadwinner, how can she uphold
her professional ethics and protect her job?
• A CFO loses her job because she uncovers
problems with revenue recognition. In her
next job — with a promising Internet company — she believes her problems are
over. Then she begins to raise questions
about the new company’s revenue figures.
• A bank CEO owes his success to a star
employee, Mark, whose management produces admirable returns. Mark has inappropriate personal relationships with several employees — and he uses bank funds
to pay for his dalliances. What should the
CEO do when faced with covering up for
this key player’s fraud — or possibly losing his job?
This is just a sample of the sixteen new,
stimulating case studies on ethics and fraud
issues in business for you to read and contemplate. They were just posted to the AICPA’s
Antifraud and Corporate Responsibility
Resource Center, which you can access from
www.aicpa.org/antifraud.
This collection is written in the style of
case studies published in Harvard Business
Review with three or four commentaries that
discuss each set of facts. “We believe this

case collection will help improve our members’ awareness, competence, and confidence
in dealing with difficult and possibly illegal
accounting and business decisions,” says John
Morrow, AICPA VP, New Finance. These
cases have been written by members who
have stood up to management on bad or illegal accounting practices. In these cases, they
explain what happened and what they did.
The commentaries, prepared by experts on
ethics issues, attorneys, professors, and business executives, enrich the facts by giving the
reader different alternatives on how to face
unfamiliar situations.
After the many corporate scandals in
2001 and 2002, we recognized the need to
raise our members’ awareness of these issues.
We asked for examples of cases that portray
actual situations and what the outcome was.
We are in difficult economic times, and many
of us experience situations where we may be
coerced or tempted to look away from unclear
and ambiguous business issues that should be
dealt with. These case studies will enable
members to sharpen their professional judgment and make more appropriate business
decisions.
Funding for the project was provided by
the AICPA and the AICPA Foundation. Please
read these cases and let your staff, colleagues
and supervisors know about them. You can
send your feedback to Hadassah Baum at
hbaum@aicpa.org.

Data Auditing for Bottom Line Savings
By Richard B. Lanza, CPA, PMP, Manager, Internal Audit, Toys R Us
With the state of the current economy, there is no better time to identify cash savings for your
organization. Auditing data, more particularly accounts payable files, can be a proverbial gold
mine. This article presents some simple tests that anyone can enact quickly, as well as some
considerations for more intensive analysis.
continued on page D4
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Resource Consumption Accounting: The Next Generation
of Cost Management Systems
By B. Douglas Clinton, CPA, Ph.D. and David E. Keys, CMA, CPA,
Ph.D.

Part One
The environment that organizations operate in is increasingly
dynamic and complicated. Changes in technology, competition,
politics, etc. occur frequently. As a result, organizations need a cost
management system that reflects these changes in a timely manner.
Organizations react to an environment that is increasingly complex by becoming more complex. As organizations grow they hire
more employees, increase workforce diversity, sell more
products/services, acquire more resources and use more activities.
Interrelationships among resources and activities become more
complicated. Accordingly, organizations need a cost management
system that comprehensively models this complexity and the interrelationships involved.
Resource Consumption Accounting (RCA) is a dynamic, integrated, and comprehensive cost management system. RCA combines German cost management principles with activity based costing (ABC). This combination involves features that achieve a significant improvement over other cost management systems.

RCA
RCA is dynamic in that changes in the environment are reflected in
the cost model in a timely manner. RCA is integrated with all relevant organization systems. RCA is comprehensive in that it focuses
on resources but readily includes ABC, ABM, variable costing,
absorption costing, actual costs, standard costs (set in a formal
process), a complete set of segmented income statements, activity
based resource planning, primary costs, secondary costs and more.
RCA is an approach that allows the integration of cost management methods that have often been applied in isolation. RCA uses a
comprehensive approach to management accounting information
systems. RCA is typically applied as part of an enterprise resource
planning (ERP) system effort to achieve the best combination of
cost management principles implemented in an integrated fashion.

Application of RCA
RCA can be used with at least three different approaches. First, an
RCA system can be used. Second, RCA principles can be implemented incrementally. Third, RCA principles can be used subjectively without any changes in the cost management system.
Although RCA was designed to be implemented in a comprehen-

sive manner, some consultants have reported success with limited
application of RCA principles to improve performance in select
areas.
The use of these three approaches of implementing RCA
should be considered if an organization has any of the following
problems:
• unpredicted wasted resources (e.g., actual excess/idle capacity)
or an inability to forecast resource-to-resource needs and
resource utilization (e.g., planned excess/idle capacity),
• complaints by product and service-line managers of over-costing
due to unfair inclusion of idle capacity costs not caused by their
products or service lines,
• managers, working with an inconsistent view of the nature of
cost, encountering the output-side fixed-cost-death-spiral when
they make profit optimization decisions (e.g., product rationalization),
• not enough resources or an inability to determine where
resources should be deployed (e.g., shifting people and equipment between departments),
• undercosting of the actual level of future resource spending (and
subsequent process and output costs) due to inadequate consideration of the economic dynamics of fixed, step-fixed, and proportional (variable) costs,
• outsourcing decisions not having the desired results (e.g.,
encountering the input-side fixed-cost-death-spiral with existing
information), or
• an inability to take appropriate corrective action due to a lack of
comparison between plan and actual.

B. Douglas Clinton is Associate Professor of Accountancy at
Northern Illinois University. David E. Keys is the Household
International Professor of Accountancy at Northern Illinois
University.
For more information, contact David Keys at the
Department of Accountancy, Wirtz 154, Northern Illinois,
University, DeKalb, Illinois 60115
815/753–1538
dkeys@niu.edu
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Take a Deep Breath…
By Paula Kommer, M.Ed., CPA
In the last CPA Letter supplement, I gave you some tips on stress
management techniques. Now we are going to focus on breathing techniques. The typical American has 50 “fight or flight”
responses every day. This means that 50 times a day, the stress
response jolts our bodies with increased breathing, muscle tension, blood pressure, and heart rate.
But we CPAs are not typical. The deadline-oriented nature
of accounting and the Type A personality of the CPA creates a
more constant activation of the stress response.
While the “fight or flight” response is essential for surviving emergency situations, it is inappropriate for normal everyday living. This automatic stress response occurs without us
thinking about it. In fact, many times the stress response has
kicked in and we are unaware of the automatic physiological
changes occurring.
The response can be set off by both real and imagined
threats. Imagine this scenario… your boss has called you into his
office to talk. If you are like most people, your mind begins to
race and you worry about why the boss wants to see you. This
mind racing initiates the stress response.
The physiological opposite of the “fight or flight” response
is the Relaxation Response. The Relaxation Response lowers
blood pressure, slows heart rate and breathing, and decreases
muscle tension. We must consciously generate the Relaxation
Response, because it is not automatic. Focusing on the rhythm of
one’s breathing is a simple way to bring about the Relaxation
Response. This subtle focus immediately slows down our bodies.
Let’s attempt to change our breathing, through a mini lesson
in deep-belly breathing. The first step in deep-belly breathing is
to inhale through your nose and exhale through your mouth.
Practice this for a minute.
Next, place your right hand on your abdomen — right above
the belly button. As you inhale, your belly should distend — like
a balloon inflating. As you exhale, your abdomen should go in
— like a balloon deflating. Try this for a minute.
At first it will feel unnatural, because we are so used to shallow chest breathing. If you are having problems with the above

technique, try the following:
Lay flat on the floor and place a phone book on your belly.
As you inhale, the phone book should rise and as you exhale, the
phone book will go down. This is the same exercise that many
singers utilize to practice deep-belly breathing.
Stress management experts say we should take 40 deep
breaths each day. One way to integrate breathing into your day is
to think of routine reminders.

•
•
•
•
•
•

Routine reminders include each time you:
Hear the phone ringing
Check your e-mail and voice mail
Wait in a line
Sit in rush hour traffic
Start a new task
See your screen saver say “TAKE A DEEP BREATH.”

Each time one of these reminders occurs, breathe deeply.
My father-in-law, a doctor, takes a deep cleansing breath in
between each patient as a way to relax, clear his mind, and see
his next patient in a more relaxed fashion.
Follow suit as a CPA. So before that big meeting, presentation or deadline, take some nice deep-belly breaths to relax yourself and clear your mind.
Pursue stress management techniques. CPAs’ unique psychological make-up actually works in our favor when burnout
strikes. Once we begin practicing stress management techniques,
we tend to recover faster than the general population.
Deep breathing is just one stress management technique
that calms and relaxes the mind. Use deep breathing anytime
anywhere. It is one of the best and simplest techniques for
relieving stress.
Paula Kommor, M.Ed., CPA, is a motivational speaker and wellness consultant with Dynamic Wellness – Stress Management
for Professionals.
502/426–0334

dynamicwellness@aol.com

Marginal Analytics Survey
The Cost Management Systems group at CAM-I (www.cam-i.org)
is researching marginal analytics in industry. Marginal analytics is
defined as the process that entails the use of marginal cost information in making incremental decisions on pricing, investments, etc.
usually with a limited scope and an emphasis on knowing which
costs will change and how costs will change as a result of a deci-

sion. The survey should take approximately 11 minutes to complete
and collects information on respondent’s demographics, how marginal information is calculated and used. The survey can be found at
www.cam-isurvey.org; results of the survey will be available gratis
to respondents on June 2, 2003, at the same URL. Thank you for
your interest.
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continued from page D1— Data Auditing

Why Audit Accounts Payable Data?
General Lack of Analysis
When a financial system gets implemented, the main focus area is
“getting the transactions to process” vs. focusing on longer-term
objectives, such as data quality and analysis. Such phase two objectives tend to be forgotten once a system is implemented leaving the
processors with limited tools to truly understand the transactional
flow. It is not uncommon for a company to be fully unaware of the
number of invoices processed in a year or the general size of transactions. Such knowledge may help a company better determine
whether to initiate more efficient means for invoice processing,
such as a procurement card. Also, purchasing power analysis,
where vendor purchases could be combined for improved pricing,
tend to be overlooked when limited analysis is completed.

Identify Errors
Errors tend to be the main focal point of external recovery auditors
analyzing accounts payable files on a contingency basis. A general
benchmark for errors is .1 percent (.001) of the annual invoice payments. This may seem small, but if your organization has $100 million in annual invoice payments and the analysis was completed
over the past two years, this would amount to $200,000. Not bad
for a two-week audit!

Susceptibility for Fraud
It is no surprise that, per the 2002 Report to the Nation on
Occupational Fraud and Abuse by the Association of Certified
Fraud Examiners, roughly 45% of fraud involves asset misappropriations of cash in an accounts payable related transaction with
an additional 13% related to bribery/corruption. Furthermore, a
majority of these misappropriations represent fraudulent vendors,
check tampering, and fraudulent expense reimbursements. In
response, it has been found that companies completing
internal/external audits can reduce their median losses from
$153,000 to $87,000 or over 40%. Utilizing the statistics per the
2002 Report to the Nation on Occupational Fraud and Abuse, if a
company is $100 million in sales, they lose 6% to fraud ($6 million) of which roughly 45% involves misappropriation of
accounts payable ($2.7 million which excludes any corruption
losses) and 40% can be saved through internal auditing ($1.1 million). Therefore, a solid data auditing process has the potential of
saving upwards of $1 million for a company earning $100 million
dollars each year.

Where Do I Look?
Before jumping right in, it is best to review the key audit objectives
in the accounts payable area, namely:
1. Purchasing and Accounts Payable Activities are Operating
Effectively and Efficiently
2. Expenses are Properly Authorized, Accurate, and Complete
3. Receipts are Authorized, Accurate and Complete
4. Check Processing is Safeguarded, Authorized, Accurate, and
Complete
5. Audit Trails are Maintained and Timely Information is

Provided to Decision Makers
With the above in mind, special focus should be placed on
those areas deemed most risky to the organization. Such a risk
assessment should consider the likelihood and impact of an occurrence, which would be mitigated by the current state of controls. A
few popular tests to perform include:

General Lack of Analysis
• Stratify the processed invoices into strata based on dollar size
and date of the invoice
• Summarize vendor activity for various locations to assess organizational purchasing power
• Summarize debit memos by vendor, issuer, and type, as well as
age debit memos provided by vendors

Identify Errors
• Compare terms per purchase order to the terms actually paid
• Summarize vendor activity with weighted days payable outstanding and interest lost for not paying in 30, 45 and 60 days
• Extract purchase orders with associated invoices paid that accumulate to be over a specified percentage of the purchase order
amount
• Identify duplicate payments on same vendor, amount, and
invoice number. Also, run various duplicate payment tests on
other criteria (i.e., invoice date vs. invoice number)
• Identify payments to a vendor where the length of the invoice
number exceeds the average length for an invoice number from
that vendor
• Payments to any vendor that exceed the twelve month average
payments to that vendor by a specified percentage (i.e., 200%)

Susceptibility for Fraud
• Summarize the list of people approving purchase orders and join
the master list of approvers to detect those that do not match
• Compare the vendor file to the payment register to identify vendors who have been paid and are not in the master file
• Compare the vendor file to the payroll file to identify any
employees that may have also established phony vendor billing
schemes
• List all vendors who had multiple invoices immediately below
an approval limit (e.g., many $999 payments to a vendor when
there is a $1,000 approval limit) highlighting a circumvention of
the established control (approval limit is user defined)
• Review vendors with little or no sequence between invoice numbers to detect potential phony vendor billing schemes
• Extract all check payments after period end for invoices dated
prior to period end with no listing of it in the accounts payable
listing

What’s Next
In future issues, many of the above tests will be isolated and
explained so that you may be able to maximize the benefits this
software can provide. Please note that it matters little which tool is
selected as it is more important to start analyzing…..More to Come.

